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Major points of the June 2002 forecast

[ ] US Macroeconomic Conditions & Trends

The US economy is moving off the bottom of the recent recessionary downturn.

The Federal Reserve Bank (FRB) likely will hold interest rates steady through summer
(i.e., at least until August) at their present low levels, allowing the fledgling economic
recovery to take hold.

The US trade deficit is expected to grow further over calendar year (CY) 2002 and CY
2003. An expanding trade deficit imposes an inflationary threat through depreciation of
the US dollar (a process which may have already started).

Consumer and business confidence has firmed since last fall, but remains somewhat
flat, particularly since the rate of unemployment (a lagging indicator) has yet to cease
increasing and start declining.

The Blue Chip consensus estimate of real gross domestic product (GDP) growth for CY
2002 has rebounded from 1.5% in February 2002 to 2.8% in May 2002, the same level
as the consensus estimate for August 2001. The May 2002 consensus estimate of real
GDP growth for CY 2003 remains at the 3.5% level reported in the February 2002
forecast.

u Japanese Macroeconomic Conditions & Trends

Japan continues to experience severe deflationary pressures, which may be alleviated
as the US economy expands, allowing Japanese exports to the USA to expand also.
However, a long-term serious side effect of Japan’s current deflationary business
climate is a relocation overseas of domestic industrial capacity (termed ‘hollowing out’).
Industrial and financial restructuring in the wake of the Asian financial crisis remains
weak and ineffectual.

After -0.4% real GDP growth in CY 2001, the Blue Chip consensus anticipates growth in
CY 2002 will also be negative (-1.0%), before weak expansionary growth resumes in CY
2003 (1.0%).

u Implications of Macroeconomic Conditions for Forecast

US housing starts remain at relatively high levels (at or about 1.6 million/year,
seasonally adjusted in the near term), and are forecast to remain so for CY 2003. Near-
term starts in particular may not be very responsive to improving economic conditions on
account of building conditions remaining favorable over winter, and the mildness of the
recessionary downturn resulting in minimal pent-up housing demand as the economy
recovers.

US repair and remodelling expenditures are also expected to remain at relatively high
levels compared with prior years.

Japanese housing starts are expected to remain flat at about 1.15-1.20 million/year
(seasonally adjusted) for at least the next two years. Little substantive long-run recovery
is expected since a high proportion of the population lies outside the highest household
formation years, and Japan’s population also is reported as aging even more quickly
than previously estimated.

The hollowing out of Japan’s domestic industrial base will not leave wood products
industries unaffected. Manufacturing capacity for both wood products and substitutes
for wood products is moving overseas (relocating to China in particular), likely leading to
long-term changes to trade flows for both raw materials and finished products.

(continued on page iv)
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(continued from page iii)

u Sold Timber Sale Volumes: Compared with the February 2002 forecast, the sold target timber
sale is revised upward to 502 mmbf for fiscal year ending June (FY) 02. Otherwise, sold timber
sale target volumes are unchanged (Figure 1, Table 1).

Estimates of target sold timber sales volumes are obtained from staff in the Land
Management Division.

Sold timber sales target volumes for FY 04 and subsequent years are provisional
pending recalculation of the sustainable harvest.

Sold timber volume for FY 02 to the end of March 2002 was 294 mmbf.

u Timber Sale Prices: Compared with the February 2002 forecast, estimated timber sale prices
are revised downward by $20/mbf in FY 02. Otherwise, estimated sale prices are unchanged
(Figure 2, Table 1).

Softwood lumber prices, as measured the Random Lengths framing lumber composite
price index, have been rising from the $280/mbf levels of October 2001 through
December 2001 to reach $339/mbf in March 2002.

Aside from seasonal influences, factors contributing to near-term changes in forecast
timber sales prices include: (1) Changing expectations regarding US economic recovery
and associated effects on construction and wood consumption; (2) Increased softwood
log imports from Canada into the western USA--these increased imports are an
unintended consequence of the imposition of duties on softwood lumber imported into
the USA from Canada, and tend to dilute purchaser interest in sales offered by the
department, thereby capping prices; and (3) Prospective changes in the quality of the
timber sales mix offered by the department.

Factors contributing to the longer-term changes in forecast timber sales prices include:
(1) Increasing imports from countries outside North America, and especially from
plantation sources; and (2) Increasing substitution of both wood and non-wood products
for solid wood products, especially in engineering end use applications.

Outlook for timber sales prices: Seasonal changes aside, continue to look for only
modestly increasing prices.

u Uncut Timber Inventory Under Contract: Compared with the February 2002 forecast, uncut
timber under contract at the end of FY 07 is estimated to be 77 mmbf higher in volume terms,
and about $21 million higher in value terms.

Forecast-to-forecast increases in volume and value of uncut inventory under contract at
the end of FY 07 result from increased target timber sales volumes, reduced removal
volume estimates, and changes in timber sales price estimates (see Table 1).

Uncut inventory under contract is estimated to be some 828 mmbf at the end of FY 07,
worth $242 million (average of $292/mbf), up from 651 mmbf, worth $192 million
(average of $295/mbf) at the end of the March quarter of FY 02.

(continued on page vi)
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Figure 1: Sold timber sales volumes - Comparison of previous forecasts
with current forecast, 1998-2007
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Estimates for FY 2003 & beyond are provisional, pending recalculation of the sustainable harvest

Figure 2: Timber sales prices - Comparison of previous forecasts
with current forecast, 1998-2007
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(continued from page iv)

[ | Timber Removal Volumes: Compared with the February 2002 forecast, estimated timber
removal volumes have decreased by between 8 mmbf and 39 mmbf for FY 02-04, increased 23
mmbf for FY 05, and remain virtually unchanged for FY 06-07 (Figure 3, Table 1).

. The 39 mmbf decline in estimated timber removals for FY 02 directly reflects
purchasers’ removal intentions, for that portion of the uncut timber under contract as at
March 31, 2002.

. More generally, reductions in estimated timber removal volumes for the FY 02-04 period
reflect the impact of softwood logs imported from Canada into the western USA.
. Increased removal volumes for FY 05 largely result from increased target timber sales
volumes for FY 02.
. Removed timber volume for FY 02 to the end of March 2002 was 364 mmbf.
u Timber Removal Prices: Compared with the February 2002 forecast, timber removal prices are

forecast to decline by $6/mbf in FY 02, before increasing by $6/mbf in FY 03. Removal prices
are estimated to decline through the remainder of the forecast period by as much as $9/mbf
(Figure 4, Table 1).

. Changes in timber removal price estimates result from (lagged) changes in estimates of
timber sales prices (see Table 1).

(continued on page Vviii)
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Figure 3: Timber removal volumes - Comparison of previous forecasts
with current forecast, 1998-2007
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Figure 4: Timber removal prices - Comparison of previous forecasts
with current forecast, 1998-2007
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(continued from page iv)

u Timber Removal Revenues: Compared with the February 2002 forecast, estimates of timber
removal revenues are reduced by $15.7 million in FY 02, increased by $0.8 million in FY 03,
and reduced by $10.6 million in FY 04. Estimated removal revenues are then forecast to
increase by $2.4 million in FY 05, before declining by $ 1.7 million in FY 06. Little change in
forecast removal revenues is anticipated in FY 07, compared with the February 2002 forecast
(Figure 5, Tables 1 & 2).

For FY 02, reduced estimates of timber removal volumes and timber removal prices
combine to reduce estimated timber removal revenue by $15.7 million. These
reductions are principally due to changes in purchaser removal intentions.

For FY 03, increases in estimated timber removal prices offset estimated reductions in
timber removals, resulting in no change to estimated timber removal revenue.

For FY 04, decreases in estimated timber removal prices reinforce estimated reductions
in timber removals, reducing estimated timber removal revenues.

Reasons underlying changes in estimated timber removal volumes and prices are
outlined in preceding sections.

[ | Non-timber Upland Revenues: Compared with the February 2002 forecast, estimates of non-
timber upland revenues are from $0.1 million to $0.4 million (0.4% to 2.1%) higher than levels
previously estimated (Figure 6, Table 2).

Estimated total revenues from non-timber upland sources increase through the entire FY
02-07 forecast period.

Revenue from special use leases is forecast to increase by nearly $250,000 in FY 02.
Revenue from special forest products is forecast to increase by an average of over
$140,000 per year through the forecast period.

(continued on page x)
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Figure 5: Timber removal revenues - Comparison of previous forecasts
with current forecast, 1998-2007
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Figure 6: Non-timber upland revenues - Comparison of previous forecasts
with current forecast, 1998-2007

June 2002 forecast values are

based on March 31, 2002 data

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Fiscal year ending June

—@— Previous forecast Current forecast —— June 2000 forecast

Note: Unforeseen events and changes in future conditions may alter forecast estimates and results;

Includes revenues from agricultural, commercial real estate, mineral, and other leasing activities

June 2002 Economic and Revenue Forecast
Washington State Department of Natural Resources iX
June 10, 2002



(continued from page viii)

u Aquatic Revenues: Compared with the February 2002 forecast, aquatic revenues are $0.2
million to $0.3 million (1.1% to 1.6%) higher than levels previously estimated (Figure 7, Table 2).

Forecast aquatic revenues assume future revenues will follow trends exhibited by past
revenue receipts, and do not explicitly take into account factors with potentially major
revenue impacts (e.g., revisions to geoduck harvest levels, and biological factors such
as green crab infestation and paralytic shellfish poisoning).

u Total Revenues: Compared with the February 2002 forecast, total revenues are forecast to be
about $15 million lower in FY 02, $1 million higher in FY 03, and $10 million lower in FY 04.
Total revenues are then forecast to increase by nearly $3 million in FY 05, before decreasing by
over $1 million in FY 06 (Figure 8, Table 2). These changes in total revenues directly reflect
changes in forecast timber removal revenues (for reasons noted on preceding pages).

Excluding Trust Land Transfers, total revenues decline from $203 million in FY 01 to
about $192 million in FY 02, before rising to about $203 million in FY 03. Total
revenues are then forecast to decrease in FY 04 to $197 million, before increasing
through FY 05 and FY 06 to reach over $221 million in FY 07.

Beneficiary and management revenues follow the same trend as total revenues (Figures
9 & 10, Tables A2 and A3).

Revenues to trust beneficiaries from the resource transfer component of Trust Land
Transfers are reported but not estimated in the forecast, and amounted to $56.1 million
in FY 00 and FY 01. They are estimated to reach about $40.0 million over FY 02 and
FY 03, i.e., $8.6 million in FY 02 and $31.4 million in FY 03 (Footnote 1, Table A2).

u Some Uncertainty Caveats:

Impacts associated with recalculation of the sustainable timber harvest for DNR-
managed trust lands are not included in this forecast; target sold timber sale volumes
likely will change as a result of this recalculation, from FY 04 onward.

Operational changes being undertaken in the department’s programs will be factored
into the forecast as they bear fruit. These changes presently focus on changes in
aquatic leasing, the timber sales process, and the prospective quality of the timber sales
mix.

Changes in timber supply outside the Pacific Northwest region affecting both the Pacific
Northwest region and the North American softwood log and lumber markets, e.g, foreign
suppliers, softwood log imports from Canada, US-Canada timber trade regulation.
Changing consumer preferences for timber in Japan, i.e., switch toward kiln-dried
lumber in response to house construction performance standards and guarantees.
Robustness of the current upturn in domestic US economic conditions.
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Figure 7: Aquatic revenues - Comparison of previous forecasts
with current forecast, 1998-2007
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Figure 8: Total revenues - Comparison of previous forecasts
with current forecast, 1998-2007
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Figure 9: Total management account revenues - Comparison
of previous forecasts with current forecast, 1998-2007
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Figure 10: Total trust beneficiary revenues - Comparison of
previous forecasts with current forecast, 1998-2007
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Washington State Department of Natural Resources

June 2002 Economic and Revenue Forecast
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